By WILLIAM K. CHUNG

Forcign Direct Investment
in the United States in 1980

H IGHLIGHTS of foreign dirent
investment in the United States in 1080
were!

® Tha foreign direct investment po-
sition increased 20 percont, to $65.5
billion, following & 28-percent incrense
in 1#70. The pozition increpsed 24 per-
eent in petrolewm, 1§ percent in many-
facturing, and 28 percent in other
mduztrres,

# Capital inflows declined moder-
stely, to $10.5 billion, following a &0-
percent increnasa in 1978, Tha decline was
entirely in equity and intercompany
sccount inflows; reinvested earnings of
incorpornted affilintes incrensed sub-
stantinlly.

® Equity and intercompeny accovnt
inflows declined 41 percent, to $4.7 bil-
lion, after a 48-percent increase. Thoe
decline was entirely atiributeble to o
large shift to net outflows for inter-
company account transections; inflows
for cepital stock ond other equity Te-
mained at about the snme high level ng
in 197¢—an indicntion that foreign di-
rect jnvestors’ interest in the TUnijted
States remains strong.

® Reinvested earnings of incorpo-
rated affilintes incrensed 57 percent, to
$6.2 billion, following a similar inerease
in 1979. The inersase reflected larger
earnings and, to a lesser exient, higher
reinvestment ratios,

Morte—The quorterly survey from whieh
these ennual extlmacey were derived was con-
ducted under the superviglon of Jomes L.
Romkamp, Chlef, Dirset Investment in the
Tnlted Bitntes Brooch, Internotlongl Invest-
ment Divislon., Project lepder Gregory &
Fouek wos vespongibla for prepacing eati-
mates. Marle Cologimp edited ond procassed
the forme. Bonald Heed desigoed the com-
puter progyams for datn  reirlaval ond
nuolrale,
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& Diirestinvestment income instensed
47 percent, to $9.3 billion, following a
bl-percent increase,

Foreign Direct Investment
Position

At veavend 1980, the foreion direct
investment position in the Tnited
Stotes was $685.5 bitlion (table 1}, The
position iz the book walue of foreign
direct inveators' equity in, and net out-
standing loans to, their 18, allilintes.
{A T0.8. affitiate is 2 U.5, business enter-
prise in which one foreign person owns,
directly or indirectly, 10 percent ot
more of the voling securities, or the
equivalent. )

By aren of foreign parent, the com-
position of the position did not change
significantly from yearend 1979, Ahout
66 percent of the position continued to
be acrounted for by parents in Europe,
15 percent by those in Cannda, and 4
percené by those in Japan (tzhle 2},
The remsinder wos mostly aeconnted

1. Thu fordlgn pacent is the frat fortign persom
In the ehwin of ownership of a 0.5 abiinge, How-
acdr, the data in this article sorer Yosltvons awd
transactdons of TLE afllliates, oot ooly with thelr
fprelgn narepis, »6 doboed, Tot Alse with Toroigw
nfillntes of thale faralgn pores bl Thue, to daptily
termlaciosy W éhée ariiole, the term Mfapelgp par-
att” 1 aped mora bropdly to doclude forelgn aibi-
ates of forelgn porents ne wall,

{o cloesilylng dain by country of Forelgo porant
in this artielo, the eountyy used 19 thot of #lther
the forthgn papont, sp abpletly defeed, or of the
Ierelgn amjeie of cha forcige parcnt with whom
the trpnemetlon oedurred. It should be oobed thad
ths comntry of the fortlge narent may dIfer from
thot of the vltlmate bepedeial owoer (UBRD). The
THG 16 that persoa, bepinning wlith the faceign
parent, that 8 ot owmed more thee §0 pereent
by mngther parson. AMljitel whond forelpn parenis
are in the Nothariends Antifles. Panome, Barmuds,
Aod, tv & Jegaer degrec, the Netherlnnds, ape cape
cially llkey to hote UDD'S In other eonmtries.

and GREGORY G. FOUCH

for by parents in Latin Americn, par-
ticularly in the Netherlands Anuilles,
A= in 1#70, ownership ‘waa highly
concenirated by country. Almost £0 per-
cent of the total was accounted for by
the eipht countries with the largest
positions, The Netherlands xecounted
for 25 percent, the {Tnited Kingdom for
1T percent, and Canada for 15 percent,
Germany, the Netheriands Antilles,
Japan, and Switzerland each nceounted
for from £ to B percent, and France for
4 percent. The members of ths Organi-

L]

-

zation of Petroleum Exporiing Coun-

tries {OPEC) together accounted for
less than 1 porcent of the total, un-
chonged from 1079, Their position was
Inrgely in 1enl estate and trade.

By industry of affiliate, 37 percent of
the position was in mennfecturing,
about 20 percent zach in trade and pe-
troleum, § percent in insurgnes, and 16
percent in “other™ industries. In manu-
facturing, shout 33 percent was in
chemicols, 1T percent each’in food and
muchinery, and 15 parcent in metals,

Renl estate, which is included in
tinther” industries, acconnted for nbout
4 percent of the total position ; the posi-
tiens of parents in Canada, the Nethey-
lands, and “other Western Hemisphere®
were particularly largs. However, this
estimnte does not vepresent the toial
asset volue of LS. renl estate owned by

- foreign parenta. Tt includes only direst

investment in T.3. waffilintes that are
classified in the real estate industry.
Direct investment in affilistes in other
industries, which may also hold rexl
estate, is classified in the industries
of those affilietes, Furthermore, the po-
sition in Ten! estate nffilintes veflects
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only the portion of total real estate held
by such affilintes that is financed with
funds from foreign parents, That por-
tion may be zmall relative to the total
becouse renl estate Investments nsually
are highly levernged—the rotio of loans
{largely from unaffilinted somces) io
investors’ funds wsed for equity pur-
chases normully is high.

Investment in incorporated affiliates
accounted for 94 percent of the position;
it was mostly equity {eapital stock and
retained earnings) rather than debt
(intercompany accounts) {table 3), In-
vestment in unincorporated affiliates—
shown as a gingle summary account rep-
resenting the parents’ total claims, both
cquity and debt, on aifiliates’ net as-
sets—accounted for the remainder.
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1980 Addition

The nddition to the position was$11.0
billion, compared with $120 billion in
1979, The addition conzisted of cepitol
inflows of $10.9 billion and veluation
adjustments of $0.2 billion. Capite] in-
Aows, m turn, consisted of equity and
intercompany nccount inflows of $4.7
billion and reinvested earnings of in-
corporated aflilistes of $8.2 billion,

By country of foreign parent, the
pight countries with the largest addi-
tions accounted for 95 percent of the
totnl, The Netheriands accounted for
82 percent, Canada for 24 percent, and
the Tnitad Kingdom for 14 percent.
The Netherlands Antilles and Japan
accounted for 3 and T percent, respec-
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tively, and France, Belgium snd Lux-
ambourg, and Switzerland for about 2
to 3 percent each.

Compared with 1979, the composition
of. the addition changed significontly
by ares. The share accounted for by ni-
filistes with pavents in Conade in-
crensed from 8 percent to 24 percent,
and the shares accounted for by nfilintes
with pavents in Ewrops and ‘“‘other™
countries declined—from 69 percent to
55 percent nnd from 17 percent to 14
peresnt, respectively. The share ae-
cornted for by Japanese-owned affili-
ates, at T percent, was about the same
as in 1879,

The composition of the addition
changed less significantly Ly industry
thean by npren. Manufacturing continuerd

Tablp 1.—Forvigd Direct Inveatment Pogition in the United Statos, 1978-8%
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to account for about 80 percent of the
addition, and trade mnd “other™ for
shout 20 percent sach. The share of
petrolenm increased moderately to 21
percent, and that of insuranca declined
te 8 percent.

By component, the shares of eapital
inflows and valuation adjustments re-
mained about the same as in 1976—38
and 2 percent, respectively. The comn-
position of eapital inflows changed sig-
nifieantly ; the sharve of equity and inter-
eompany account infiows deslined from
66 poreent to 42 percent, and thnt of
reinvested parnings inerensed from 33
percont to 56 percent. These changes ve-
flected Loth a sharp incresss in rein-
vosted earnings, which was concentrated
in petrolewm, and p decline in equity
ond intercompany account inflows. In
dollor amonnts, reinvested earnings ex-
ceedled cquity and intercompany so-
count inflows far the fAret time ginece
19743

Eguity and iIntlercompany account
inflows
Fauity and intereompany aceount in-
flows were $4.7 billion, down $3.3 billian
from 1079 {table 4} Inflows to incor-

2, Comparlsens to yeors pricr to 1074 mme mod
mude herw Tetause of o brenk Im gotles belween pee-
1074 catiputes dnd osbimates [or 1074 forwmord,
Estlmatex for yesrs simee 10T+ are lisksl (o the
1074 benohimack aorvey, whille estimotes for years
prior to I1RT4 ore llnkded to tho 3030 bDenchoerk
survey. of forslgn drect Inrestmont 1N tha Tnitsd
Hintes.

3 Bqultr sod lotercompany mccooot soflows for
1970 wharw revleed ppward by §I.9 Blllon frof tha
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porated affiliates were $4.2 billion; they
consisted of $4.2 billion of inflows for
capital stock, partly offset by $0.1 bil-
lion of outflows for intercompany ac-
counit tronsactions, Inflows te wnincor-
porated affilintes were §0.6 billion.
Compared with 1879, inflows to in-
corporated affilintes were down $8.2 bil-
lion, end theose to unincorporated afili-
atag ware doswwn $0.1 billion. The desline
in inflows to incorporated sffilintes was
1move than accounted for by a shift from
net inflows to vary small net outflows on
intercompany secountz  Inflows  for
capital stock increased slightly, to $4.2
billion, from a high 1979 level. In both
years, these inflows financed & number
of lorge nequisitions of new affiliates, ns
well as expansions of existing affiliates.

cgllmate thnt was publiabed do the Aogwat 1040
Rue af the BORVEY OF CUREENT BUBIKERN. Ths
wpward rovielon meinly redested the Incjuslon of
Inte raporite.

L. EBA te2ontly Inltlated & sorvey on new seqeisl-
tlows ang satoblishments of TLE busnésm ohber
pritea by lorelpn direct investord. It covers the
full ¢ost of Gteh AequlHtiona and satablinhwents,
vegurdless of how or by whem they wera Anaocod,
presenty golecbod operabiog snd Daspcinl dala of
the ooquired ot estibllshed encerpelacs, and pro-
vhdes lofermatlen v ultinabe benedeinl cwnership.
In contrest. (ke aricle covers existing T.3. sl
litom 08 well ma U8, bazloess sitarpilsg aeqolvad ar
newly eacobliabid, Thus, while the capltal Avw data
in this article Include infows from forelEn paTenty
tz negnire or esmlbitsh .2 buslwess coterprisss,
tiscan Inflows connot be ontlraly scpmratod from
other enpitnl Oowe between FoTclgh Dareats and
thele U3, wilfliates. Ale, they poepresant anly the
portion of the totnl cost of ocquisitione and esteb-
ilahmments that In Snanced by focdlpn poPents. For
fndinge of the bew servey for 1080, see "T.H.
Bozlpegs EnkeTpridse Aomulred o Eatiblabsd by
Forelgn Direet Iovestars In I080" on page G7.
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The continued high level of eguity in-
Aows reflectad continued strong forsign
divest investors’ interest in the United
States.

Thea shift to outflows an intercompany
secounts consisted of 4 $2.1 billion de-
tiima in offilinte payables dus to their
forvign porents and a $1.2 hillion in-
crease In affiliate receivobles due from
their porents (table §). The declina in
poyables was mostly in manofacturing ;
the incrense in receivahles was primarily
in manufacturing and petyoleam, These
changes were probably a response by
affiliates to foreign parents' need for
funds to finance their own domestic
operations, particularly in Europe.

The decling in inflows to unineorpo-
rated offilintes was more than ncesunted
for by u sizable shift to net outflows by
trade affiliztes and a decline in inflows
to affilintes in “other” industries, par-
ticularly real estote; partly offsetting
was & larpe increass in inflows to insur-
ance affilintes.

By pren of foreign parent, the deeline
in equity and intercompany nccownt in-
flows was esntered in inflows from
Earope, particularly Germany and the
United Kingdom; partly affsefting was
% smizable increase in inflows from
Canada.

Inflows declined in all major indus-

Table S5 —Compualtion of Inter company
Account Inflows: 1.5, Afiliates’ Paysbles
and Receivables, 1907744
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tries. In mamufacturing, they declined
%1.0 Lillion, to $1.7 hillion. About one-
half of the decline was accounted for
by affiliates in “other” menufncturing.
The remainder was Inrgely concentrated
in chemicals, machinery, and primary
and fabricated metals.

In “other” manufasturing, the de-
eline in inflowz wns more than ne-
counted for by a shift to net ontflows
by German-owned affiliates. This shift
was mainly dwe to large inerenses in
outflows from ofiilintes manufacturing
automobiles, primarily in the form of
receivables due from parents. In com-
trost, inflows for capital stock in
“other’” manufacturing increased sub-
stantiolly. The increase, which was
lurgaly accounted for by affitintes of
parents in the United Kingdom and the
Netherlands, was primarily for acqunisi-
tions of TS, componies in vorious in-
dustries, meluding plastic products,
nonelectrical mnchinery, building mate-
rizl supplies, and publishing and re-
lated bysinesses.

A in “other™ manufacturing, the de-
clines in inflows to offiliates in chem-
icals, machinery, and metals wers also
lzrgely on intercompany accounts, In-
flows for capital stock in these indus-
tries incrensed. The incrense in chem-

icals was Jargely accounted for by afili-
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atez of parents in the Netherlands and
in Belgium and Luxembourg; it was
associated with the acquisition of a
number of chamies]l componies. In
machinery, the increase was primarily
in inflows to Canadisn-owned affiliates
for the econstruction of o plant and the
purchase of companies mnnyfncturing
eommunications equipment. The in-
crenge in metols muinly reflestad the
acquigition of compsanies by British-
owned affiliates and a joint venture hy a
Swedish-owned offiliate for produstion
of nanferrous metals.

In petroleum, there was a shift of
$0.2 billiom, to net outfAows of 30.3 Lil-
lion, The shift was entively in inter-
conpany account trangactione. It was
partly accounted for by Britizhi-awned
sffilintes, which registered # sizable in-
creags in receivables due from, and a

SURVEY OF CURRENT BUSINESS

decline in payalbles due to, their parents.
Alzo contributing ta the shift was the
fact thnt & !nrge reduction in o Barmu-
dan-owned affiliste’s receivables from
its British porent in 1979 wus not
vepested in 1050,

Inflows to insurance afiiliates de-
clined $0.7 killien, to $0.5 billion. A
Invge ghave of the declina was in inflows
for eapitn] stoel, mostly to affilistes of
parents in Germany and the Nether-
Innds. Tt reflected the nequisition of sev-
aral major imsuranes companies in 1979,
Lut nat in 1980,

Inflows to trade affiliates deelined
$0.5 billicn, to $1.2 billion, Affiliates of
perents in Europe, particularly Ger-
many and ths United Kingdom, mors
than necounted for the decline; partly
offsetting whs an increase im inflows
from “other Middla East.” Flows to

Augnet 1681

German-ovned afiliates shifted o net
outfiows, reflecting declines in inflows
for capital atoek and ineresses in onk-
flows on intercompany ageounts, The .
decline in inflows to British-owned afil-
intes was mostly in intercompany ae-
count transctions, It wos mmore than
aceounted for by seversl nffilintes that
trade in precions metals; thay had sub-
gtantial declines in payebles, perhaps
hecause of sharp declifes in the value
of, and demond for, such metals in 1980,
Partly offsctting wae an inorease in in-
flaws for capital stock to British-owned
affiliates for the acquisition of & nntion-
wide restaurant and hotel chain. The
increase in inflows from “other Middla
East” was primarvily recounted for by
intarcompany accomt transactions of a
new sffilistes that had an increase in
orders from its foreign parent {the host

Tahlo f.~=Rpinvested Earnings and Reinveatmment Ration of Inesrporataod AMliates, 197980
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Auprpet 1881

government} for procurement of sup-
plies needed in the parent’s petroleum
~ pperntions. The affiliate was previcusly
. owned by o ULB. petrolewm company
gperating in the Middle Fast; it pur-
chasad U.S, parts, equipment, and engi-
neering services and sold them to the
aliddle East company, In 1880, ehe U135,
company transferved the assets of its
. Middle East operations to the hoat gov-
ernment. As part of that transfer, this
trade affiliate waz acquived by the
zovernment.
Among “other"” industries, inflows de-
elined slightly in real estate from o high
. 1979 Jevel ond increased $0.2 billion in
finance, The decline in real estate was
the result of large declines in inflows

SURVEY OF QURRENT BUSINESS

from the United Kingdom and *othar
Western Hemisphere,” which were al-
most offsat by increases in inflows from
the Netherlands oand Canada. In fi-
nance, inflows to afiilistes of parents in
Eurepe and Canade incrensed sul-
stantially, us o result of severnl mojor
actuisitions. Particularly large was an
incrense in inflows to Netherlands-
owned affiliates.

Reinvestzd carnings

Reinvested earnings—the difference
between earnings (i.e., foreign parents’
ghaves in net income), ond gross divi-
denls, of Imcorpornted affilintes—in-
creased 5Y percent, to $6.2 billion (table

Table 7.—Inrome and Kato of Retuvn, I979-50

[MDdion of dedbars, or parsani]

45

6}, The increase reflected n faster in-
erepse in eprnings than in gross divi-
dends—51 percent compared with a0
percent. [See the following section for
a diecussion of changes in income, of
which esrnings i3 the major compo-
nent,) The reinvestment rotic—the
fraction of earnings reinvested—rose
from 0.8 to 0.81, continuing its
uptrend,

Keinvested carnings increased sub-
stantiplly in all major industries In
petroleunt, they increased 62 percent, to
$2.7 billion. The increase was primorily
attributable to an increase in carnings;
the reinvestment ratio, at 0.83, remained
about the same as in 1379,

Reinvested earnings of manufactur-
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ing affitiates inerensed 57 porcent, to
$1.8 hillion, The increase was more than
ncconnted for by nifilintes manufackar-
ing food products. Tha inerease in food,
in tarn, woas primarily nccounted for by
a Canadian-owned nffilinte that realized
an unusually large profit from the sale
of its petroleum subsidiary in 1580, Ex-
cluding this afliliate, reinvested enim-
inga of manufactoring affiliatea wonld
hove deciined. Thevs were shifis to
nagative reinvested earnings in “other”
manufacturing and mochinery, and
lnrge deelines in reinvested earnings in
chemicals and metals. These chenges
ware due to declines in earnings and in
reinvestment ratios.

Reinvested earnings of trade nfiilintes
inerensed 55 percent, to $1.¢ billion. The
incrensz, which was largely accounted
for by Jupanesc-owaed affilistes, was
attributable to increases in both earn-
ings and the reinvestment ratio. In
ingarance, Teinvested enrnings in-
crensed TT percent, to $0.4 billion. Affl-
intes of parents in the United Kingdom
?.nﬂ Germany accounted for most of the
increase,

Income

Tueome, the return on the direct in-
vestment position, inereased 47 percent,

SURVEY OF CURRENT BUSINESS

to $4.5 billion (table T). Income consists
of foreign parents’ equity in the net in-
come [after deduction of TS, income
taxes) of their TS, affiliates, plus in-
terest on intercompany nccounts, less
withhelding taxes on dividends and in-
tareat {fabla 8}, Alternatively, it is the
sum of {1} interest, dividends, and
earnings af unincorporated affilintes,
and (2) reinvested cernings of incorpo-
rated affiliates.

The increass in income was widae-
spread among major industries. Income
of petrolemm afflintes merensed sub-
stantialiy—81 percent, to $3.3 billien—
following a §4-pereent increase in 1879
The increase primarily reflected higher
petrolenm prices, bath becouse of price
increnses by OPEC countries and the
praduoal decontrol of ernde oil prices in
the United States beginning in the
thivd quarter of 1979, Wetherlands-
owned offlintes nocounted for much of
the inerenss, Income of afilintes with
parents in the Netherlands Antilles nlso
incrensed smbstantially, partly reflect-
ing the operationz of a new aflilinle,

In mrnufacturing, income incressed

- 48 pereent, to $2.5 hillion. There was an

onusunily large inerense in ineome in
food products, which was more than
accounted for by the Canadion-owned
affilinte mentioned sbove. Excluding
thia affilinte, incoms in menulncturing
would hnve declined 62 percent. De-
clines were sizable in chemicols and
mnchinery. In the lstter, Cunadian-
pwned nffiliates manufreturing heavy
construction wehicles and agrienltural
equipment ineurred InTge losses. Incomne
declined moderately in “other™ mann-
facturing, The decline was mare than
aceonnizd for by German-owned offili-
ates producing automobiles and related
products; these affiliztes suifered large
losses in aperations ns o result of slug-
gish sales, high interest rates, and work
stoppames due to Inbor disputes, )

Income of trade afftfiates increased 30
percent, to $1.4 billion, The inerense was
Jargely aceounted for by Japaneee-
gwned afitlistes and reflected & rise in
the velame of these affilintes’ tyade with
Japan, particularly their impmts of

,
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Japanegse automoebiles and ports. Brit-
ish-owned affiliates also had o sizable
increnge.

Insuranee affiliates’ ingome inereased
34 poreent, to $0.8 billion, Afflintes with
parsnts in the United Kingdom and
Germany had large increases. The in-
creass iy income of affilintes in “other”
industries was mostly in finance, largely
sccounted for by nfiilintes of paronts in
the NetherInnds and Conadn.

The rate of return on the direet in-
vestment position—income divided by
the nverage of the beginning- nnd end-
of-year pogitions—roese from 13 percent
to 16 pevcent, as income increased fagter
thnn the averaga position—i7 com-
prred with 24 percent. The wate of re-
tukn rose in 8]l major indostrieg and on
investment in all areas. The rise in pe-
traleum was particularly lnrge—from
23 percent to 30 percent—as was the rise
on Canadian investment—from 9 por-
cent to €1 percent, reflecting the trons-
action of the previcusly mentioned offl-
inte in the food industry.

{Tewt outivkst on page 511
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Table 10, —Forelgn Direct [nreastment Posltion in the Upited States ot Yoarend 1979
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Tabde 12.—Equity and Intercompony Aceouut Inflows, 1970
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Tahle 14—Heanvested Esmings of Incorporated Affilintes, 1979
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Fees and Royalies

Faes and royalties consist of neb pay-
ments by T3, nffilintes to their forsign
parenis for the sale or use of intangible
property, such ss patents, industrial
processes, trademoxls, and eopyrights;
rentals for the use of tangible property;
gorvice charges; and film nnd television

SURVEY (OF CURRENT BUSINESS

tape reatnls, Met payments of fees and
voyaltics, at $0.5 billion, remained about
the swms ns in 1978 {talde 9}, Thero
wore offsetting changes by industry; in-
crenses in petroleumn md movnfactor-
ing, largely wachinery and chemicals,
were virtoally offset Ly a décling in
trade. The increese in petrolonm re-
flected  per-barvel royalty chacges
agoinst production pbove certnin levels
from the Nerth Slope, The increase in

b1

mannfacturing wes largely attzibutoble
to & rise in the use of patents held Ly
foreign porents. The decline in trade
was mostiy due {o increases in rocedpds
of service fees by an soffiliste from its
parent in the Middle East and of
management and service fees Ly Jap-
anese-owned  offiliates for wacranty
work parformed for, and training given
by the alliliates to executives from, theiv
pavent compenies,




